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SUBJECT: Enpl oynent - Rel at ed Househol d & Dependent Care Services Credit

SUMVARY

This bill would allow an enpl oynent-related child and dependent care credit for two
years. The credit amount woul d equal a percentage of the federal credit, wthout regard
to specific federal limtations, based on the taxpayer’s adjusted gross inconme (AGd) and

woul d be phased out based on taxpayer incone. Taxpayers with AG in excess of $100, 000
woul d not be allowed this credit.

EFFECTI VE DATE

The credit would be operative for taxable years beginning on or after January 1, 1999,
and before January 1, 2001.

LEA SLATI VE H STORY

AB 258 (1997), AB 90, AB 183 (1995); AB 26, SB 39, AB 66 (1993/94)

H STORY

California had a simlar enploynment-rel ated dependent and child care credit that sunset
for taxabl e years beginning on or after January 1, 1993. However, that prior lawdid
not phase out the credit based on the taxpayer’s AG. Instead, taxpayers with an AG in
excess of $100, 000 received a reduced credit equal to 15% of the federal credit.

SPEC FI C FI NDI NGS

Federal lawallows a credit for a portion of qualifying child or dependent care expenses
that are paid by taxpayers in order to be gainfully enployed or to seek enpl oynent. For
taxpayers with an AG of $10,000 or less, the credit is equal to 30% of a defined amount
of enpl oynent-rel ated expenses. The percentage is reduced, but not bel ow 20% for
taxpayers with higher inconmes. |If expenses are incurred during any year for one
qualifying child or dependent, the nmaxi mum annual amount of enpl oyment-rel ated expenses
to which the credit may be applied is $2,400. For two or nmore children or dependents,
the maxi num anount of eligible expenses is $4,800. The $2,400 or $4,800 anount is

DEPARTMENTS THAT MAY BE AFFECTED:

STATE MANDATE GOVERNOR'’S APPOINTMENT

Board Position: Agency Secretary Position: GOVERNOR’S OFFICE USE

S @] S O

SA OUA SA OUA Position Approved

N NP N NP Position Disapproved

NA NAR NA NAR Position Noted

X PENDING DEFER TO

Department Director Agency Secretary Date By: Date:
Gerald H. Goldberg 3/9/98

FTB 6797 (REV 11-93) G:\BILL ANALYSES FOR MAREN\AB 1728 02-02-98 BASF.DOC

AMAmne 1597



Assenmbly Bill 1728 (Fl oyd)
I ntroduced February 2, 1998
Page 2

reduced by the aggregate anount excluded fromgross income that is paid or incurred by
t he enpl oyer under a dependent care assi stance program

The federal credit cannot reduce taxes to | ess than the taxpayer’s tentative m ni numtax
(TMIN under the alternative mninumtax (AM) |aw

State | aw provi des no conparabl e credit; however, credits are available for enployers
that pay certain child care rel ated expenses.

Under this bill, the enploynent-related child or dependent care credit amount woul d be
based on the allowabl e federal credit as foll ows:

Federal Ad A | onwabl e % of Federal Credit
$40, 000 or |ess 30%
$40, 001 TO $70, 000 25%
$70, 001 TO $100, 000 20%
$100, 001 AND ABOVE 0%

The state credit anount woul d be based on the federal credit anount all owabl e w t hout
regard to whether there was a federal tax liability or any limtation inposed by the
f ederal AMI | aw.

Since this bill does not specify otherwi se, the general rules in state | aw regarding the
division of credits anong taxpayers, such as a husband and wife, would apply. Al so,
this credit would not be allowed to reduce regular tax bel ow California TMI for purposes
of calculating California AMI, and this credit would not be allowed to be carried over.

| npl enent ati on Consi der ati ons

This credit would require the addition of a worksheet to the tax forns bookl ets,
but, by itself, would not significantly inpact this departnent.

FI SCAL | MPACT

Departnmental Costs

This bill would not significantly inpact the department’s costs.

Tax Revenue Esti mate

Revenue | osses under the Personal |Incone Tax Law are estimted to be:

Ef fective After Decenber 31, 1998 &
Prior to January 1, 2001

(ml1lions)
1998-9 1999-0 2000- 1
($5) ($54) ($50)

Thi s anal ysi s does not consider the possible changes in enploynment, persona
i ncome, or gross state product that could result fromthis nmeasure.
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Tax Revenue Di scussi on

Revenue | osses under the Personal Inconme Tax Law woul d depend on the nunber
of taxpayers with adjusted gross inconmes bel ow $100, 000 who woul d qualify
and claimthe federal household and dependent care credit.

The above estimates were based on the departnment’s personal inconme tax node
projections. Special programm ng was done to reflect the federal |aw and
phase-out effects.
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